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MANAGING A PROFITABLE SMALL OFFICE
As a general rule, one aim of a small practice is 
to increase chargeable time in service areas that 
command the highest fees and, conversely, to 
decrease time spent performing services that can­
not result in reasonable fees. However, this is 
idealistic and intentions must be viewed in light 
of what is attainable and practical under the cir­
cumstances.
For example, it is often difficult for someone 
just starting out in practice to turn down any 
business. Some practitioners, in fact, advise never 
turning away a client merely because a small fee 
is involved. On the other hand, it is hard to rid 
one's practice of unprofitable or undesirable ac­
counts once they are entrenched. Perhaps the best 
advice to practitioners is to be as selective as 
possible before undertaking any engagement.
Some services offer a lot of scope to a small 
practice and can be quite remunerative. Tax con­
sulting, planning and reporting; estate and trust 
planning and reporting; management advisory 
services; and the rendering of opinion audits and 
reviews fall into this category and are some of the 
areas where practitioners should direct their time.
Usually, the least remunerative engagements for 
general practitioners are bookkeeping services, 
unaudited reports and the preparation of individ­
ual off-the-street tax returns. If you find it neces­
sary to perform services that don’t pay very well, 
try to select those that will lead to better engage­
ments later on.
For a small office, a profitable fee structure is a 
must. Very often though, the fixed-fee method is 
employed—i.e., the client is billed at a pre-deter­
mined and agreed on amount for the completed en­
gagement. This method may be unavoidable if a 
bidding requirement is attached to the engage­
ment but it is usually the least desirable way from 
the viewpoint of profitability. For one thing, it is 
difficult to accurately estimate time requirements 
and thus obtain a reasonable fee for one's efforts. 
Also, new practitioners tend to underestimate the 
time needed—partly through relative inexperience 
and partly because they are anxious to get the 
engagement.
The engagement letter should stipulate the exact 
limits of the engagement and state the fees agreed 
on for any extra work that is necessary. This way, 
any loss encountered will be confined to the basic 
bid and not extended to extra work.
Finally, repeat work should never be accepted 
at the same fixed fee unless time records show the 
prior engagement was profitable. Usually, the only 
people who benefit from fixed-fee engagements are 
the clients. They drive hard bargains.
A far better way of determining fees is by the 
hourly-rate method in which the client is billed 
for the hours of chargeable time devoted to the 
engagement. This results in a reasonable cost to 
the client for services received and a reasonable 
return to the CPA for the professional risks under­
taken. (The time records should classify type of 
work performed.)
Here are some suggested methods for setting 
hourly rates:
□ Two and one-half to three times the total 
annual salary of junior and senior staff and 
of partners divided by normal chargeable 
hours.
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For CPAs, this is based on what you think 
you are worth (you can get some ideas on this 
from the “Practice Management Profile” in 
the June 1980 issue) and 50 percent produc­
tivity. The normal productivity rate for staff 
members is 75 percent.
□ Three times the hourly base salary-rate dis­
regarding productivity. This is a shot in the 
dark approach but has worked very well.
□ Per diem rate of 1 percent of annual salary 
for staff members and of desired worth for 
CPAs.
□ Arbitrary rates, not cost related.
The goal should always be to charge the maxi­
mum for all hours worked. The rates must be 
flexible, though. Salary increases should auto­
matically trigger increases in the basic rate if 
raises are not to reduce the firm’s profitability.
For audit engagements, the rates should be 
based on the level of work performed. For tax 
consultation, research, return preparation and 
examinations the rate applied should be doubled. 
There are very few repeat engagements for man­
agement advisory services, so the basic rate on 
one-shot engagements should carry a premium.
In any practice, but particularly in smaller ones, 
the control of operating expenses is paramount. 
Here are a few ideas on the subject.
Staff salaries should be determined by local con­
ditions with the total amount not exceeding 25 
percent of gross income. The number of people 
employed should be adequate to handle the normal 
volume of engagement hours. However, you must 
utilize people’s services fully and offer them ad­
vancement or they will leave. You might consider 
using part-time staff, such as college students, pro­
fessors, housewives and retirees, where applicable. 
Give staff the best—good fringe benefits such as 
hospitalization and life insurance, progressive 
vacation days and adequate sick leave are a must.
Office space must be adequate (about 293 square 
feet per person) and should not cost more than 5 
percent of gross income. A prestigious location is 
not thought necessary any more, but the office 
should be attractive to clients and pleasant and 
efficient to work in.
Tax and other subscription services should not 
cost more than 2 percent of gross income. Never­
theless, they are good investments, so get the best, 
and renew early if it lowers the cost.
Professional dues and development courses 
should account for about 2 percent of gross in­
come. You should belong to most professional 
accounting organizations in order to improve 
your knowledge and ability, and you should take 
those CPE courses that will do you the most good. 
Decide what is best for you and your clients.
Client promotions should usually run to about 
3 percent of gross income but could go up to 5 per­
cent. The trick is to be neither a tight wad nor a 
reckless spender with entertainment. Remember, 
really secure business ties result from close rela­
tionships with clients and their families.
Office supplies should cost about 5 percent of 
gross income. Don’t send someone out to buy one 
or two accounting forms when you need them. 
Buy standard forms in quantity from suppliers, 
instead. And avoid printing your own forms — it’s 
too costly. Use your copying machine.
Equipment costs should not amount to more 
than 2 percent of gross income. However, don’t 
let the office become run-down. Be a model for 
your clients. Make sure your office equipment and 
furniture are up-to-date. Another point: equip­
ment maintenance contracts are costly and in 
most cases should be avoided.
Travel expenses should come to about 2 percent 
of gross income. An auto can be used for limited 
journeys. If the distance is over 500 miles, fly.
Insurance should cost about 2 percent of gross 
income. You must have adequate insurance but 
that does not mean it has to be the most costly. 
So shop around for the best rates on valuable 
papers, equipment and auto coverage. Another 
must is professional liability insurance — you can 
be sued. Check out the AICPA plans.
-by Fred A. Schwarz, CPA 
Hazelton, Pennsylvania
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Highlights of Recent Pronouncements
FASB Statements of Financial 
Accounting Standards (SFASs)
No. 44 (December 1980), Accounting for Intangible 
Assets of Motor Carriers
□ Amends Chapter 5 of ARB no. 43 and inter­
prets APB Opinion nos. 17 and 30 to address 
questions raised by enactment of the Motor 
Carrier Act of 1980.
□ Requires unamortized costs of motor carrier 
intangible assets representing interstate 
rights to transport goods with limited com­
petition be charged to income and, if mate­
rial, reported as an extraordinary item.
□ Does not affect accounting for other intangi­
ble assets of motor carriers.
□ Effective on December 19, 1980, for periods 
ending after December 15, 1980.
No. 43 (November 1980), Accounting for Compen­
sated Absences
□ Requires accrual of employees’ rights to re­
ceive compensation for future absences 
when certain conditions are met.
□ Effective for fiscal years beginning after De­
cember 15, 1980. Accounting changes to con­
form to the statement are to be applied 
retroactively.
No. 42 (November 1980), Determining Materiality 
for Capitalization of Interest Cost
□ Amends FASB Statement no. 34 to clarify 
that Statement no. 34 does not establish new 
tests for materiality.
□ Effective for fiscal years beginning after De­
cember 15, 1979.
Nos. 41 and 40 (November 1980) and no. 39 (Oc­
tober 1980), Supplements to SFAS no. 33 (Septem­
ber 1979), Financial Reporting and Changing 
Prices
□ Provide guidance to companies in the real­
estate forest-products and oil and gas in­
dustries on implementation of SFAS no. 33.
□ Implementation of SFAS no. 33 is required 
for public companies with either inventories 
and property, plant and equipment (before 
deducting accumulated depreciation) of over 
$125 million or total assets of over $1 billion 
(after deducting accumulated depreciation).
□ SFAS no. 33 requires no changes in the basic 
financial statements (including notes); re­
quires supplementary information on the 
effects of general inflation and on price 
changes of certain specific types of assets.
No. 38 (September 1980), Accounting for Preac­
quisition Contingencies of Purchased Enterprises 
□ Amends APB Opinion no. 16 to specify how 
an acquiring enterprise should account for 
contingencies of an acquired enterprise that 
were in existence at the purchase date and 
for subsequent adjustments resulting from 
those contingencies.
□ Amounts for contingencies that are consid­
ered probable and can be reasonably esti­
mated are to be recorded as part of the allo­
cation of purchase price.
□ Subsequent adjustments are included in net 
income when they are determined, except in 
specified limited circumstances.
□ Effective for business combinations initi­
ated after December 15, 1980.
No. 37 (July 1980), Balance Sheet Classification 
of Deferred Income Taxes (amends APB no. 11)
□ Amends APB Opinion no. 11 to clarify how to 
classify deferred income tax charges and 
credits in a classified balance sheet.
□ Deferred income taxes related to an asset 
or liability are classified the same as the 
related asset or liability. Deferred income 
taxes unrelated to an asset or liability are 
classified according to the expected reversal 
date of the timing difference.
□ Effective for periods ending after December 
15, 1980.
No. 36 (May 1980), Disclosure of Pension Informa­
tion
□ Amends APB Opinion no. 8 to include dis­
closure of actuarial present value of accumu­
lated plan benefits and pension plan assets 
available for those benefits, both as deter­
mined under SFAS no. 35.
□ Effective for fiscal years beginning after 
December 15, 1979, and for interim state­
ments within those fiscal years issued after 
June 30, 1980.
No. 35 (March 1980), Accounting and Reporting by 
Defined Benefit Pension Plans
□ Establishes standards for all defined benefit 
pension plans except those expected to be 
terminated and government-sponsored So­
cial Security plans.
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□ Effective for plan years beginning after De­
cember 15, 1980.
□ Plan investments, including real estate, are 
to be presented at fair value at the reporting 
date.
□ Requires presentation of actuarial present 
value of accumulated plan benefits; includes 
certain rules on how to measure those bene­
fits (auditor involvement required under 
SAS no. 11).
□ Requires extensive disclosures.
No. 34 (October 1979), Capitalization of Interest 
Cost
□ Requires capitalization of interest cost on 
certain assets that require a period of time 
to get them ready for their intended use.
□ Does not allow capitalization for inventories 
that are routinely produced in large quanti­
ties on a repetitive basis.
□ Effective prospectively for fiscal years be­
ginning after December 15, 1979.
FASB Interpretations
No. 33 (August 1980), Applying FASB State­
ment no. 34 to Oil and Gas Producing Operations 
Accounted for by the Full Cost Method (interprets 
SFAS no. 34)
No. 32 (March 1980), Application of Percentage 
Limitations in Recognizing Investment Tax Credit 
(interprets APB Opinion nos. 2, 4 and 11)
No. 31 (February 1980), Treatment of Stock Com­
pensation Plans in EPS Computations (interprets 
APB Opinion no. 15, and modifies FASB Interpre­
tation no. 28)
Statements on Auditing Standards
No. 33 (October 1980), Supplementary Oil and 
Gas Reserve Information
□ Provides guidance in implementing proce­
dures specified in SAS no. 27 regarding SFAS 
nos. 19 and 25 and disclosure of oil and gas 
reserve information required by the SEC.
No. 32 (October 1980), Adequacy of Disclosure in 
Financial Statements
□ Supersedes SAS no. 1, section 430. Retains 
basic concepts of section 430. However, up­
dates guidance to achieve consistency with 
authoritative pronouncements issued subse­
quent to section 430 (e.g., SAS nos. 12 and 17, 
and FASB Statement no. 5).
No. 31 (August 1980), Evidential Matter
□ Discusses the nature of assertions by man­
agement that are embodied in financial state­
ment components and the use of assertions 
in developing audit objectives and designing 
substantive tests.
□ Discusses the nature, competence, sufficiency 
and evaluation of evidential matter.
□ Supersedes SAS no. 1, section 330.
No. 30 (July 1980), Reporting on Internal Account­
ing Control
□ Describes procedures to apply in various 
types of engagements to report on an entity’s 
system of internal accounting control, and 
the different forms of report to be issued in 
connection with such engagements.
□ Supersedes SAS no. 1, sections 640 and 641.
No. 29 (July 1980), Reporting on Information Ac­
companying the Basic Financial Statements in 
Auditor Submitted Documents
□ Provides guidance on the form and content 
of reporting when an auditor submits to his 
client or to others a document that contains 
information in addition to the client's basic 
financial statement and the auditor’s stand­
ard report thereon.
□ Supersedes SAS no. 1, section 610, “Long- 
Form Reports.’’
No. 28 (June 1980), Supplementary Information 
on the Effects of Changing Prices
□ Provides guidance in implementing proce­
dures specified in SAS no. 27 regarding in­
formation required by SFAS no. 33.
No. 27 (December 1979), Supplementary Informa­
tion Required by the Financial Accounting Stand­
ards Board
□ Provides guidance on the nature of proce­
dures to be applied to supplementary infor­
mation required by the FASB and describes 
circumstances that would require the audi­
tor to report concerning such information.
Statements on Standards for
Accounting and Review Services
No. 2 (October 1979), Reporting on Comparative 
Financial Statements
□ Establishes standards for reporting on com­
parative financial statements of a nonpublic 
entity when the statements of one or more 
periods presented have been compiled or 
reviewed in accordance with SSARS no. 1.
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Questions for the Speaker
Here are some more questions from the AICPA’s 
1980 series of practice management conferences. 
The responses are by J. Terry Dodds, CPA, of Twin 
Falls, Idaho.
Question: Please discuss the pros and cons of re­
leasing the firm’s financial information 
to staff and how you arrived at the de­
cision to do so.
Dodds: When I started my practice and began
hiring employees, I decided that I 
wanted more from them than just an 
eight-hour day. I wanted them to take 
an interest in the growth and progress 
of the firm, and I concluded that the 
usual employer/employee relationship 
worked against this. From the begin­
ning, I have tried to foster a team atti­
tude at our office.
In considering the effects of "full 
disclosure," the real question seemed 
to me to be, "What am I accomplishing 
through secrecy?" If I am concerned 
about staff members knowing how 
much I make, I must believe that I am 
not worth it to the firm and/or that I 
am not compensating them fairly 
based on their contributions. Once I 
have determined that I am being fair 
with them and that my contribution 
to the firm is equal to my compensa­
tion from it, there is nothing to hide.
All that remains from that point on 
are advantages, such as the desire of 
the staff to help achieve the firm’s goals 
in billings and overall profitability. 
And staff members will help. The peo­
ple I work with are as vitally interested 
in the firm’s financial condition as I 
am. After all, it represents a successful 
effort on their part, too.
Question: Have you had any serious, negative re­
sults from sharing your firm’s finan­
cial data with staff?
Dodds: No, and I don’t anticipate any as long
as I remember that the firm isn’t en­
tirely mine. It belongs to all of us who 
work here.
Question: Is it bad for partners to be friendly 
with staff? How about real-estate in­
vestments between partners and staff?
Dodds: On the contrary. I try to promote a
friendly feeling in our office. Friends 
are more dependable when things get 
tough. At school, I always did my best 
work for the teachers I liked, and I be­
lieve staff members work harder if 
they feel approval, appreciation and 
friendship.
As to joint investments, this varies 
with the individuals concerned and the 
prospective investment. For example, 
a young partner could, and probably 
should, retain an interest in an invest­
ment club that includes staff members. 
On the other hand, a somewhat larger 
investment involving a partner and 
staff member may be inadvisable if the 
potential financial burden on the staff 
member would put undue stress on 





□ Never give us work first thing in the 
morning. We much prefer a terrific rush 
late in the afternoon.
□ Try to keep us late whenever possible. 
We have no homes to go to and are only 
too thankful for somewhere to spend 
the evening.
□ Should work be required urgently—a 
most unusual occurrence—it will aid us 
considerably if you rush in at intervals 
of 30 seconds to see if it is done.
□ When we stagger out carrying a pile of 
files, please don't open the door for us. 
We really should learn to crawl under it.
□ Please send us out in all kinds of 
weather to cash your checks, buy your 
cigars, etc. Walking is exhilarating and 
because we sit down all day, the exer­
cise does us good.
□ When you walk out of the office, don’t 
tell us where you are going. We enjoy 
telling people who urgently wish to con­
tact you that we have absolutely no idea 
where you are.
With thanks to Peat, Marwick, Mitchell & Co.
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Board Acts on Recommendations
At its December meeting, the AICPA board of di­
rectors approved a program to implement the 
recommendations in the report of the special com­
mittee on small- and medium-size firms. In some 
cases the board has directed existing committees, 
or authorized new committees, to examine issues 
and report on their feasibility and implementation 
procedures. In other cases, the board has author­
ized specific actions to carry out certain recom­
mendations.
The following are some of the problems men­
tioned in the report (copies of which have been 
sent to all practice units) and actions taken by the 
board.
Problem. Financial accounting standards are, 
in many instances, designed to meet the needs of 
the public securities market. The cost of compli­
ance with such standards exceeds the benefits to 
smaller companies.
Action. The accounting standards executive 
committee should evaluate the status of differen­
tial disclosure initiatives and, in consultation with 
the technical issues committee of the private com­
panies practice section, offer specific recommenda­
tions in areas of dissatisfaction.
Problem. Even though the FASB may exempt 
some companies from supplemental disclosure, 
many CPAs believe that adherence to some of the 
measurement standards of GAAP is not useful or 
economically justified in small, owner-managed 
companies.
Action. A special committee should be ap­
pointed to study alternative means of providing 
relief from accounting standards which are not 
cost-effective for small businesses.
Problem. Small- and medium-size firms have not 
fully participated in the standard-setting process.
Action. Each AICPA committee that issues ex­
posure drafts will be requested to include, as part 
of the introduction, a concise summary of the 
effects of the proposed standard. A response form 
should be developed for all exposure drafts, and 
this should be evaluated after a trial period of up 
to one year.
Problem. Smaller firms must invest a dispro­
portionate amount of time in keeping up-to-date 
on professional developments.
Action. The CPE division should develop a list 
of firms that are interested in receiving videotapes 
related to studies, guides, statements and other 
materials that impact small- and medium-size 
firms. CPE credit would be granted.
Problem. Solicitations of clients may contain 
misleading information or implications.
Action. In consultation with the special com­
mittee on solicitation, the professional ethics be­
havioral standards subcommittee should develop 
an expanded interpretation of false, misleading or 
deceptive acts and include a list of misleading 
solicitation practices.
Problem. The public lacks understanding for 
making an objective selection of a CPA firm.
Action. The public relations division should de­
velop a national public relations program for con­
sideration by the planning and finance committee 
and by the board of directors that would help 
bring about a more objective CPA firm selection 
process. This program would include creating in­
creased awareness of quality control and other 
standards which are applicable to all CPA firms.
Problem. Loan agreements and similar docu­
ments sometimes contain discriminatory clauses 
which require that financial statements be exam­
ined by firms of a particular size or type.
Action. Consideration should be given to asking 
council to pass a resolution stating that it is the 
policy of the AICPA to oppose clauses in loan or 
other agreements which discriminate in favor of, 
or against, any particular group or type of ac­
counting firm. Mechanisms should be established 
for receiving examples of discriminatory clauses. 
(A notice was published in the December 22, 1980, 
CPA Letter requesting that such examples be sent 
to Donald Schneeman, general counsel, at the 
AICPA.)
Problem. Concern has been expressed about the 
potential adverse effects of below-cost fees on 
independence.
Action. The professional ethics division should 
study this problem and consider appropriate ac­
tion.
Problem. Small firms are less well known on 
college campuses and opportunities available in 
smaller firms are not adequately known by ac­
counting graduates.
Action. The education executive committee, in 
conjunction with the state society and MAP com­
mittees, should develop a program to encourage 
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more state societies and local chapters to sponsor 
"Local Practitioner Days" at colleges and univer­
sities in their areas.
Problem. Faculty members are not as familiar 
as they should be with the challenges and oppor­
tunities in small- and medium-size firms and ac­
counting curriculums do not place sufficient em­
phasis on the type of practice encountered in these 
firms.
Action. The education executive committee 
should work with the American Accounting Asso­
ciation to develop a program under which both 
firms and faculties can seek ways for faculty mem­
bers to become involved in part-time assignments 
with local and regional firms. The purpose would 
be to enhance the understanding of faculty mem­
bers of smaller-firm practices.
The education executive committee should con­
sider augmenting its membership with more 
representatives from smaller firms to ascertain 
how these firms can be helped in communicating 
their needs and interests to the educational com­
munity.
Problem. In some cases, firms which have been 
brought in for specific services by a principal firm 
have solicited the client of the referring firm.
Action. The management of an accounting prac­
tice committee should consider developing a sug­
gested standard consulting contract on referrals 
so that firms have a clear understanding of the 
arrangements.
Problem. Small firms with limited library facili­
ties may not have all AICPA publications on hand 
or frequently may not have adequate technical 
information in their libraries.
Action. The planning and finance committee 
should consider obtaining toll-free numbers to be 
used in the ordering of AICPA materials and pub­
lications and to facilitate members’ calling the 
Institute’s technical information service and 
library.
Other elements of the special committee’s re­
port are under consideration, especially those 
recommendations to make the AICPA more re­
sponsive to members associated with small- and 
medium-size firms. For example, one suggestion 
already being acted on is to encourage members 
to submit letters for publication in the Journal of 
Accountancy. A notice is to appear in the Journal 
shortly that will ask for members’ views on cur­
rent professional issues. When specific action is 
taken on any other recommendation, it will be 
reported to the membership.
National Banking School Program
In cooperation with the University of Virginia’s 
McIntire School of Commerce, the Institute will 
hold its second national banking school program 
in two sessions (May 18-21 and June 1-4). Each 
session at the university’s campus in Charlottes­
ville, Virginia, will be limited to 75 participants.
The program is designed for partners and mana­
gers of local and regional firms who have or antici­
pate having commercial bank clients with up to 
$350 million in volume. The program is aimed at 
providing practitioners with a better understand­
ing of the regulatory, operating, tax and com­
pliance areas of commercial banking.
Tuition is $600; board is $125; room accommo­
dations will be available separately. For registra­
tion information, contact Cathy Justin in the 
AICPA’s continuing professional education divi­
sion at (212) 575-6643.
When CPAs get together...____________________________________ by Paul Browner, CPA
CPA
Avery is on the ethics committee!
CPAA
Abernathy is with a large national 
firm!
CCCPA
These fellows must be from the 
Moscow Institute!
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The 1981 PCPS Conference
One objective of the AICPA's private companies 
practice section (PCPS) is to provide a way for its 
members to make known their views on profes­
sional matters, including the establishment of 
technical standards. In this regard, PCPS commit­
tee members continually monitor the projects and 
proposals of other AICPA divisions and the FASB. 
If any of these do not appear to fully recognize 
the interests and insights of the section’s member 
firms, the PCPS analyzes the issue, develops its 
own position and provides specific input. This is 
done either by meeting with representatives of the 
particular Institute division or by issuing a formal 
letter of comment.
The PCPS is currently engaged in activities and 
programs that are of interest and importance to 
all small- and medium-size CPA firms—not just 
member firms. These technical and professional 
developments will be discussed at the section’s 
third annual conference which will be held on 
April 26-28, at the Hyatt Regency Hotel, Kansas 
City, Missouri.
During the two-day conference, participants will 
be able to raise questions for discussion by panel­
ists and hear about current professional matters 
affecting private companies. Also, panels will dis­
cuss what has been learned from the first 100 
peer reviews and compare the cost and effective­
ness of different firms’ quality control programs. 
There will also be presentations on the effect of 
stress and what you can do about it to improve 
your firm's productivity, and on how to relate 
your professional development activities to your 
firm’s needs at an affordable cost.
This year’s program includes concurrent mem­
ber forums at which registrants will have an op­
portunity to present their views on how the PCPS 
can best serve small- and medium-size CPA firms. 
Each discussion group will be moderated by repre­
sentatives of PCPS committees.
On April 29, immediately following the confer­
ence, the Institute’s quality control review division 
will present a full-day course on conducting a peer 
review, with a supplementary course the next day 
for review captains.
The registration fee for the two-day conference 
is $125 (this does not include participation in any 
optional courses). Contact the AICPA meetings 
department for further details.
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
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